FINANGIAL INDUSTRY REGULATORY AUTHORITY _
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 20070107471-01

TO:  Depariment of Market Regulation
Financlal Industry Regulatory Authority ("FINRA"}

RE: instinet, LL.C, Reapondent
Broker-Dealer
'CRD No, 7897

Pursuant to FINRA Rule 9216 of FINRA's Code of Procedure, Instinet, LLC (“INCA" or
the “firm”} submits this Letter of Acceplance, Walver and Consgent (“AWC”} for the
purpose of proposing a settiement of the aileged rule violations deserlbed below. This
AWC is submitted on the condition that, If sccepled, FINRA will not bring any future
actions against the firm altegmg violations based on the same factual findings describad

herain,

I
AGCCEPTANCE AND GONSENT

A.  The firm hereby accepts and consents, without admitting or denying the findings,
and solely for the purposes of this proceading and any other proceeding brought
by or on behalf of FINRA, or to which FINRA s a party, prior to a hearing and
without an adjudication of any issue of law or fa¢), fo the entry of the following

findings by FINRA:

BAGKGROUND

The firm has been a member of FINRA since January 14, 1980. The firm's
registration remains in effect. Instinet, LLC was formerly known as Instinet
Clearing Services, inc. The former instinet, LLC operated under CRD No. 42888
and on June 12, 2006 mergad wilh Instinet Clearing Services, Ine. and changed

' the name to Inslinet, LLC operating under CRD No. 7887,

RELEVANT DISCIPLINARY HISTORY

- On August 1, 2007, an AWC became final whereln the firm was censured and
fined §12,500 for SEC Rule 10b-10 and supervision violatlons. On November
11, 2005, an AWC became final wherein the firm was censured and fined
$15,000 for OATS violations, On Oclober 3, 2005, an AWC bacame final
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wheraln Instinel, LLC and INET ATS, inc, wera censurad and fined jointly and
severaily $1,475,000. INCA was sanctioned for violations of SEC Rule
11Ac1-5 and for OATS, ADF trade raporting, ADF order reparting, firm
quotation ang supesvision violations. Instinet, LLC was also required to
update |is wrilten supervisory procedures and retain an mdapendentauditor
to review its compliance with SEC Rule 11Ac1-5.

SUMMARY

This matler arose out of the 2007 Trading and Market Making Survelilance examination
of the firm conducied by the staff of the Department of Marke!l Regulation of NASD,
wherein the staff reviewed the items et forlh on Exhibit A,

S AN VE CONDUCT

1. During the period Seplember 4, 2007 through September 5, 2007, the
firm transmilted to OATS 15 reports that contained inaccurate,
incomplete, or Improperly formatted dafa. Specifically, the reports
omitted Special Handling codes. These inaccurate and/or incomplate
reports repressmted 30 percent of the sample of reporis that the firm
transmitled to OATS ¢n the trade date(s) reviewed In the TMMS
examination. The conduct described In this paragraph constifutes
separaie and distincl violatlons of NASD Rule 6955(a).

2. The firm's supervisory system did not provide for supervision
reasonably designed to achisve compliance with respect to certain
applicable securities laws and regulations, and/or the Rules of NASD.
Al a minimum, adequate written supervisory proceduras addressing
quality of markets lopics should describe the foliowing:

{a) spacific identification of the Individual(s) responsible for
supervision;

(b} the supervisory steps and reviews to be taken by the
appropriate supervisor,

{c) tha frequency of such reviews; and
{d} how-such reviews shall be documented,

The firm's written supervisory procedures falled to provide for one or
more of the four above-clied minimum requirements for adequale
written supervisory procedures, in the following subject areas: short
sale Indicator reporting; books and records retention requirements [b,
¢ and d); use of mulliple MPIDs; and SEC Rule 301(b) relating to ATS



raquiremnents {a, b, ¢ and d). The conduct described in th!s paragraph
constitules a violation of NASD Rules 2110 and 3010.

B.  The fim also consents to the imposition of the following sanctions: a censure, a
fine of $18,000 {(composed of a $10,000 fine for the OATS violations and a
$8,000 fine for the supervision viclations), and an undertaking to revise the firm's
written supervisory procadures with respect fo the areas described In paragraph
two. Wilhin 30 business days of acceptance of this AWC by the NAC, a
registered principal of the Respondent shall submit to the COMPLIANCE
ASSISTANT, LEGAL SECTION, MARKET REGULATION DEPARTMENT,
9509 KEY WEST AVENUE, ROCKVILLE, MD 20850, a signed, dated leiter, or
an e-mall from & work-related account of tha registered principa! to
MarketRegulationComp@finva.org, providing the following information: {1) a
reference to this matter; (2} a reprasentation that the flrm has revised s wrillen
supervisory procedures to address the deflclencles described in paragraph two;
and, (8) the date the revised procedures were Implementad. :

The firm agrees to pay the monetary senction{s) upon notlce that this AWC has
been accepted and that such payment(s) are due and payable. It has submited
an Election of Payment form showlng the method by which it proposes lo pay the
fine imposed.

The flem specifically and voluntarily waives any right to claim that it is unable to
pay, now or at any time hereafler, the monetary sanctlon(s} irnposed in this
matter. '
The sanctions imposed herein shall be effective on a date set by FINRA staff,
.
WAIVER OF PROCEDURAL RIGHTS

The firm specifically and voluntarily walves ihs following rights granted under FINRA's
Code of Procedurs:

A.  Tohave a Complaint issued specifying the allegations against the firm;

B.  To be notifled of the Complaint and kave the opportunity to answer the
allegations in writing;



C. Todefand against the allegations In a dissiplinary hearing before a hearing
panei, to have a written record of the hearing made and to have a wilten
decision lssued; and

D.  Toappesl any such declsion to the National Adjudicatory Gouncll ("NAC™ and
then to the U.S. Securllies and Exchange Commission and & U.S. Court of
Appeals,

Furiher, the firm specifically and voluntarily walves any right to claim blas or
prejudgment of the General Counset, the NAC, or any member of the NAC, In
connection with such person's or body's participation in discussions regarding the terms
and conditions of this AWC, or other consideration of this AWC, including acceptance or
rejaction of this AWC. .

The firm further specifically and voluntarily walves any right to claim thal a person
viclated fhe ex parte prohibltions of FINRA Rule 9143 or the separation of functions
prohibitions of FINRA Rule 9144, in connection with such person’s or body's
participation in discusslons regarding the terms and conditions of this AWC, or other
conslderation of this AWGC, including lis acceptence or rejection. '

.
OTHER MATTERS

Tha firm understands that:

A, Submission of this AWC ls voluntary and will not resolve this matter uniess and
untll It has been reviewed and acceptad by the NAC, a Review Subcommittes of
the NAC, or the Ofiice of Disclplinary Affairs ("ODA"), pursuant fo FINRA Rulg
9216;

B.  Ifthis AWC Is not accepted, its submission will not be used as evidence to prove
any of the allegailons against the firm; and

C. i accepted:

1. this AWC will bécome part of the firm’s permanenit disciplinary record and
may be considered In any future actions brought by FINRA or any other
regulator against the firm;

2, this AWC will ba made available through FINRA's public disclosure
program In response to public inquiries about the firm's disciplinary recoid;



3. FINRA may make a public announcemant conceming this agreement and
the subjact matter thereof in acrordance with FINRA Ruls §313; and

4, The firm may not lake any action or make or permit o be made any publlc
statement, including in regulatory fillngs or otherwise, denyling, directly or
Indirectly, any finding In this AWC or create the Impression thal the AWC
is without factual basts, The firm may not take any poslilon in any
proceeding brought by or on bahalf of FINRA, or to which FINRAis a
party, that is Inconsistent with any part of this AWC. Nothing In this
provision affects the firm's right to take legal or factual positions in
[tigation or ather legal proseedings In which FINRA Is not a party.

The firm may altach a Corractive Action Statement to this AWC thatis a
statement of demonsirable corrective steps laken to prevent future misconduct.
The firm understands that It may not deny the charges or make any statement -
that is Inconsistent with the AWC in this Statement. This Statement does not
constitute faciual or legal findings by FINRA, nor does it reflect the views of
FINRA or lg staff,



The undersigned, on behalf of the Firm, certifies that a person duly authorized to act on
its behalf has read and understands all of the provisions of this AWC and has been
given a full opporiunity to ask questions about It; that it has agread lo the AWC's
provisions voluntarily; and that no offer, threal, inducement, or promise of any kind,
other than the terms set farth herein and the prospect of avoiding the fesuance of a
Complaint, has been made to induce the firm to submit it,

e,z 2, 20W
Date '

Reviewed by:

Vg e

Gounsel for Respondent

Accepted by FINRA:;

Ky 18 /1D

Date

instinel, LLC
By: _M; M
=4

Respondent

N me:M M/jw’
Tile: ﬁtM/&'}

Signed on behalf of the
Director of ODA, by delegated authority

TR L
Themas R. Gira :
Exscutive Vice Prosident
Depariment of Market Regutation
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2007 Exam Samples
Instinet, LLC (“INCA")
20070107471

Sampls Deserintion:
Customer and proprislary sales, reviewed for complianse with

SEC Rule 200{g) long/shorifexempt sale recording
raguirements,

Cuslomer ard propristary shor sales, reviewed for
cempliance with SEC Rule 203(h) security localion
requirements,

Customer and propristary salas raported lo a TRF or OTCRF,
tor compliance with NASD Rules 6130, 4632 and 6820 sala
Indlceter reporting requirements,

Oustoinsr and sales anered Inlo the Nesdtag
Exchange axacutlon systems, for compliance with Naadag
Rule 4755 long/shorifexemp! sale indicalor snlry
requirements,

Cancallations of trades reporied to 8 TRF or OTGRF, for
compliance with NASD Rules 4832(), 8420(f), 8620{f) and
6130{f) trade report cancallalion requlrements.

Orders for MMS stocks In which the firm acts as a market
cantor, for compllance wilh SEC Rule 605 order classiication
raquirements.

Datasels published for on the monthly order axecution report,
for complfance wilh SEG Rule 605 raquiremenl (o pubilsh
accurale data, (A “dataset” is all requirad slatistical dafa fora
single order ¢calegory, with each catagory represanting a
shgle unique combinalion of a secudly, ﬁsden'ypaandmdef
siza, as describad In Ruls §05.)

Quarterly arder rouling repaorf, for compl!anca wilh SEC Rule
605 requirements.

Crdars in sacurities raquired lo ba submitled to OATS, for
compliance with NASD Rules 6954 and 8855, and Nasdag
Rules 6954 and 6965 requirement to submit OATS
Information,

OrdarTrade records preparad and mainlainad ih connaclion
with the above samples, for general compllance with
requiromanis of NABD Rule 3110 and SEC Rules 17a-3 and
a4,

Trades reported to @ TRF, OTCRE or ADFITRACS In
connaciion with the above samplea, for general compliance
with requirements of NASD Trade Reporting and ADF rules.

Customer confirmallons prepared and malmtainad In
sonneclion with the above semples, for compliance with 8EC
Rule 10b-10 disclosure requirements.

" Seplember 4™5"

Exhlblt A

/Paiiod;
Fram Iraﬂg dﬁles
September 4 -5, 2007

From trﬂdg dnlezsu o7

From made datas
Septembaer 457, 2007

From Iratis dates
Seplember 45", 2007

From lrada dates

Seplember A™-5 'i , 2007

From trade dates
Saptambar 4™-5", 2007

From Sapfember 2007

NIA

From tradé dates
September 45", 2007

From lrade dales
September 4°-5", 2007

From trade dates

September 4757, 2007

From trad dates
SaplambeM L5, 2007



Sample
Shm:
11

All, as
provided
. bythe

maymber,

All, as
provided
by the
member,

2007 Exam Samples
Ihstinet, LLC (“INCA”)
20070107471

Samnle Description;
CRD registrallon records for parsons conducting endfor
superviging the member's trading and marka! making
activitles, for compilance with HASD Rula Seilas 1020, 1030
and 1040, and Nasdag Ruly Serlas 1020, 1030 and 1040,

The member's supervisory eysiem, wiillen supervisory
procedures ("WSPs") and dosuments evidencing the
implementation of the WSPs, for compBance with NASD Rule
3010 requiraments {o establish an Implamant a system that Is
ragsonably daslgned to pravent and detect vioiallons of
applicabla securlties rules,

‘The member's “Regular & Rigorous” review procedurss (for
assessing the execution qualily of orders sent 1o other trading
centers andfor internalized, for compliance with NASD Rules
2320 and 3010,

Exhibit A

Samnle Sovreo/Parlod:
List of ading parsannel
for Saptember 2007 and

supervisory personnet for
Seplember 2007.

WSPs providad by the
méambar ag those in effact
during Ssplember 2007,
and documentation of
supervisory revisws
gohducied for September
458" o007
WSPs provided by the
memboer.as thase In effect
during Sepiember 2007,
and documentatlon of
supervisory reviews
conducled for September
4™.5™, 2007.



